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PUBLIC INTEREST STATEMENT
We found profitability has a negative influence on the level of leverage for Malaysia and Singapore while it has an insignificant impact on Thailand. Firm size has a significant positive relationship with leverage for all the three countries while tangibility of assets has significant positive influence in Malaysia and Singapore but not for Thailand. Depreciation to total assets has a negative relationship with leverage for all three countries while inflation has a significant positive impact in Malaysia and Thailand but not for Singapore. These results are interesting because shareholders, external investors and corporate managers can have a better understanding of how capital structures are determined in each of these countries and plan their financing strategies accordingly to facilitate prudent decisions while banks may find the results useful in evaluating the firms' performance in light of these variables before giving loans.
Introduction
The capital structure puzzle pointing to different and even conflicting views (Myers, 1984) , has been vastly debated over the last five decades since its introduction by Modigliani and Miller (1958) (MM) . Modigliani and Miller (1958) pioneered the study in capital structure by predicting that in a perfect capital market, firm value is independent of its capital structure rendering debt and equity perfectly substitutable. Subsequent researches have eased the restrictive propositions of irrelevance theory underlying the capital structure and introduced numerous capital market frictions such as taxes, bankruptcy costs, transaction costs, agency conflicts and asymmetric information in their models. These lead to the development of alternative capital structure theories explaining the relevance of the capital structure in maximizing the firm value such as the trade-off theory (Kraus & Litzenberger, 1973) , agency theory (Jensen & Meckling, 1976) , signalling (Ross, 1977) , target adjustment behaviour (Myers, 1984; Myers & Majluf, 1984) , pecking order theory (Myers, 1984) , free cash flow theory (Jensen, 1986) and market timing theory (Baker & Wurgler, 2002; Demirguc-Kunt & Maksimovic, 2002) . These theories often point to different or even opposing results (Bayrakdaroglu, Ege, & Yazici, 2013; Frank & Goyal, 2003; Haron, 2014; Mahajan & Tartaroglu, 2008) . Moreover, most of the capital structure theories are not mutually exclusive (Cotei & Farhat, 2009; Huang & Ritter, 2009; Leary & Robert, 2010) as these theories cannot independently explain certain crucial facts about capital structure. Kayhan and Titman (2007) proposed the reconciliation between the trade-off theory and pecking order theory by introducing the modified pecking order behaviour whereby the short-term capital structure is influenced by pecking order theory whereas long-term capital structure governed by trade-off theory. Early empirical studies on capital structure decisions focused on finding the leverage level and examining the determinants of leverage which were predominantly directed to firms in the US (Brennan & Schwartz, 1984; Titman & Wessels, 1988) . Researches on the capital structure decisions were later extended to other developed countries such as Europe and Japan (Rajan & Zingales, 1995) . Rajan and Zingales (2003) , Beck, Demirgüç-Kunt, and Maksimovic (2005) and Porta et al. (2006) focused on cross-country comparative studies by examining global patterns in capital structure with different institutional settings and macroeconomic variables. Korajczyk and Levy (2003) , Hackbarth et al. (2006) , and Huang and Ritter (2009) focused on the impact of macroeconomic variables on capital structure . Taggart Jr (1985) , Booth et al. (2001) and Hatzinikolaou, Katsimbris, and Noulas (2002) explored distortion caused by inflation on capital structure. Booth et al. (2001) who pioneered the study of emerging markets indicated that the determinants of capital structure vary across developing countries. However, Deesomsak et al. (2004) argued that despite the importance of economics and cross-countries diversities, limited studies were conducted in ASEAN countries.
The empirical results are not consistent in resolving capital structure issues on financing choices. Akhtar and Oliver (2009) and Ali (2011) found that the firm size is significantly and positively related to financial leverage. On the contrary, Rajan and Zingales (1995) implied that firm size could have an inverse relationship with financial leverage. Ali (2011) highlighted that profitability asserts positive influences on financial leverage as profitable firms are less likely to go bankrupt and can avail more debt at lower interest rates, thereby decreasing bankruptcy costs when profitability increases. In contrast, Drobetz and Wanzenried (2006) and Antoniou et al. (2008) indicated that profitability is inversely correlated with leverage due to a firm's preference to raise capital from internal to external financing choices. As empirical studies have thus far provided inconclusive results, there is a need to continuously evaluate the validity of the competing capital structure theories by re-examining the determinants of capital structure to bridge the gap between theoretical explanations and financial practices involving capital structure (Brounen et al., 2004 (Brounen et al., , 2006 . Given the background of the dynamic changes in the development of optimal capital structure (Lemmon & Zender, 2010) , the associated problems arising from inconsistent studies (Haron, 2014) and the need for a relevant interpretation of research studies (Leary & Robert, 2010) , this study re-examines the validity of the determinants of an optimal capital structure such as firm-specific factors and macroeconomic variables for countries in the ASEAN region.
This objective of this paper is to examine the relevant determinants of the capital structure in Malaysia, Singapore and Thailand thereby adding to the body of knowledge on the importance of some firm-specific factors such as profitability, net tangible assets, firm size and depreciation to total assets, and macroeconomic variable such as inflation to determine the level of capital structure for firms in these countries. Apart from sharing common attributes such as historical, cultural and geographical location, the three countries are selected because Thailand is a developing country, which is comparable to the Malaysian economy, whereas Singapore is a model for a developed country within the ASEAN region. The results of this research are of interest and significance to policy-makers, corporate managers, bankers and investors transacting with ASEAN economies and financial markets. Testing the explanatory power of the selected firm-specific and macroeconomic variables in this study will provide a better understanding of the cross-countries capital structure decisions and the financing strategies adopted. The findings provide important and meaningful contribution to the following stakeholders: (1) shareholders and external investors will have a better understanding about the determinants of capital structure and its role in maximizing firm value before making investment decisions on the firm's equity. A better understanding of the information asymmetry problem between firm and external investors is necessary to reduce the adverse selection costs, (2) corporate managers can use these factors as part of their financing strategies to facilitate prudent investment decisions and (3) lenders may find the results useful in evaluating the firms' performance in the light of these variables before giving loans, with emphasis on the level of default risk involved.
This study seeks to firstly extend existing studies to cover the selected ASEAN countries which have provided inconclusive results (Haron, 2014) . The re-examination of the variables in these countries would present the latest empirical evidence on the determinants of capital structure. This study also tests the explanatory power of selected firm-specific factors for the significance of their impact on capital structure. The impact of inflation on capital structures of these countries is also examined. Prior works using inflation have focused on developed countries and no such effort has been recorded on the investigation of significant impact of inflation on capital structure in ASEAN countries. Booth et al. (2001) and Smith (2012) feature the influence of inflation on capital structure at aggregate level using pooled data analysis on cross-country comparison whereas Taggart Jr (1985) , Goyal (2009) and Camara (2012) mainly concentrated on the relationship between inflation and capital structure in US. The paper is structured as follows. In Section 2, literature review on Modigliani and Miller (1958) and subsequent capital structure theories are discussed. Section 3 presents the proposed capital structure model. Data analysis and regression are performed and the results are reported in Sections 4 and 5. Section 6 summarizes the main findings and concludes.
2. Literature review on capital structure theory Modigliani and Miller (1958) have pioneered research on the capital structure and its relation to firm value. Based on the strict conditions of competitive, frictionless and perfect market capital, the firm's market value is independent of its capital structure choices whereas the firm's cost of capital is entirely dependent on business risks. The capital structure and financing decisions are deemed irrelevant in enhancing the shareholder value, thus an optimal capital structure does not exist. Modigliani and Miller (1963) further revised the irrelevance theory by incorporating the tax benefit in their corporate capital structure and firm value. Firm that issue debt financing pay interest which is tax deductible and provides a tax shield in the form of lower tax exposure, whereas equity financing is not entitled to such tax deductibility. Thus, in the theoretical argument, full debt relative to equity financing is a preferred choice for an optimal capital structure that maximizes the firm value.
However, as firms increase their leverage, they tend to default on interest payments thus incurring bankruptcy costs or financial distress costs. Baxter (1967) and Kraus and Litzenberger (1973) set forth the capital structure trade-off theory predicting that firms choose their target capital structure by balancing the tax saving debt benefits against the bankruptcy cost of borrowing. According to Barnea, Haugen, and Senbet (1981) , firms with tax exposure should increase their capital structure until the marginal value of the tax shield is offset by the present value of possible financial distress costs. The trade-off stresses the existence of a target capital structure that maximizes the firm value meaning that any divergence from that target capital structure should be adjusted. Myers (1984) sternly criticized that the trade-off theory rules out conservative capital structure by tax-paying firms. Graham (2000) argued that the tax benefits seem to be substantial and the deadweight bankruptcy cost appear small, whereas Frank and Goyal (2003) often questioned the empirical relevance of the trade-off theory. Brennan and Schwartz (1984) and Kane et al. (1984) introduced the dynamic models that study the tax saving against bankruptcy trade-off using constant time models with uncertainty, taxes and bankruptcy costs but exclude transaction costs. Fischer et al. (1989) deterred the unrealistic speedy rebalancing problem by presenting transaction costs into the dynamic capital structure analysis. In the presence of transaction costs, firms allow their capital structure to deviate from the target capital structure much of the time and undertake a discrete rebalancing when the observed capital structure move farther away. The dynamic trade-off theory deals with the capital structure adjustment behaviour whereby revision occurs when the cost of deviations from the target capital structure exceed the cost of adjustment towards that target.
According to Fama and French (2002) , the dynamic characteristic is the most convincing evidence that lends credence to the trade-off theory in explaining a firm's departure from its optimal capital structure. The adjustment towards the target capital structure validates the trade-off theory against the alternative capital structure theories such as the pecking order theory and market timing theory that do not presume the existence of a target capital structure. Myers (1984) extended Donaldson (1961) pecking order theory by describing how firms make capital structure decisions with the choice of internal and external financing. The most common motivation for pecking order theory is adverse selection (Myers, 1984) . The asymmetric information problem between firm managers and external investors create a preference ranking over financing sources to minimize adverse selection costs. Equity may be mispriced by the market if external investors are less informed about the riskiness and true value for the firm than the manager. Managers will seek to evade underinvestment problems by financing new projects using a security that is not undervalued by the market such as retained earnings which include no asymmetric information, followed by less risk debt and risky debt, and equity as a last resort. Lemmon, Roberts, and Zender (2008) offered a strict interpretation of the pecking order theory which led to the concept of debt capacity suggesting that after the initial public offering, a firm should only consider the equity issue once debt financing has become infeasible. This serves to limit the amount of capital structure within the pecking order and to sanction the use of equity. Leary and Robert (2010) argued that such a strict interpretation is practically irrelevant and has led researchers to concentrate on the modified pecking order theory. Their study indicated that less than 20% of firms adhere to the pecking order's prediction concerning debt and equity issuance decisions under a strict interpretation but improve significantly to over 80% when firms' debt capacities can adjust with variables often associated to alternative capital structure theories such as the trade-off theory. Frank and Goyal (2003) indicated that the pecking order theory is more relevant for large firms because small firms experience high asymmetric information problems which differ from Byoun and Rhim (2005) who asserted that the pecking order theory is relevant for small and non-dividend paying firms because of the difficulty encountered by small firms to access external financing. Fama and French (2005) highlighted that researchers have extensively tested the trade-off theory and pecking order theory over the years and suggest that both capital structure theories treated "as stable mates, each having elements of the truth that help explain some aspects of financing decisions". Cotei and Farhat (2009) stressed that these theories discretely cannot describe certain essential facts about capital structure. The study shows that trade-off theory features are important determinant of the fraction of debt to be repurchased or issued under the pecking order assumptions whereas the pecking order features are primary determinants of the speed of adjustment under the trade-off theory assumptions hence implying that both theories are not mutually exclusive. Inspired by the conclusive evidence on equity market timing, Baker and Wurgler (2002) claimed that capital structure evolves as the cumulative outcome of past attempts to time the equity market i.e. relates capital structure choices to historical market to book ratio. Equity market conditions have a significant effect on the perking order capital structure behaviour as firms tend to issue equity when share price rises thus the cost of capital are minimized by timing the market. Camara (2012) found support for the market timing hypothesis by indicating that highly levered firms have greater encouragement than less levered firms to adjust target leverage when equity market conditions are advantageous. Nevertheless, Leary and Roberts (2005) , Hovakimian (2006) , Alti (2006) , and Mahajan and Tartaroglu (2008) found that the equity timing effect on leverage is momentary and defused within five years of equity issuance, signifying speedy adjustment towards the target leverage. Huang and Ritter (2009) highlighted that as firms rapidly adjust towards the target capital structure, which varies over time as market conditions and firm-specific factors change, market conditions and past financing behaviour do not have a considerable enduring effect on the firm's current capital structure, implying that the market timing hypothesis is insignificant.
Initial empirical studies on capital structure theories suffer from drawbacks which are partly described by a lack of proper econometrics. The trade-off theory implies that target leverage is obtained by balancing the marginal debt tax benefits against the marginal bankruptcy costs (Ross, Westerfiled, Jeffrey, & Jordan, 2007) . Hackbarth et al. (2006) stressed that the current state and expected macroeconomic conditions significantly influence both the costs and benefits of debt. The debt tax benefits depend on profitability whereas bankruptcy costs depend on default risk and losses, both of which are related to economic conditions. Korajczyk and Levy (2003) highlighted that firms' capital structure decision response to changes in macroeconomic conditions differ with the degree of access to the financial market. The finding observes that less constrained firms raise debt counter-cyclically and equity pro-cyclically thereby unveiling counter-cyclical disparity in leverage ratios. Thus, the less constrained firms are critical of macroeconomic conditions and schedule their financing decisions to correspond with advantageous macroeconomic conditions. The constrained firms raise debt pro-cyclical and their financing mix is insensitive to the business cycle. Similar studies were conducted by Hovakimian (2006) , Alti (2006) , Jek and Tan (2010) , and Almeida and Campello (2010) in exploring the timing and method of issuing securities. These studies suggest that issuing cost and macroeconomic conditions considerably effect securities issuance decisions, which in turn influence the financing mix choice. Covas and Den Haan (2007) and Huang and Ritter (2009) further added that higher macroeconomic risk raises discount rates, reduces potential future cash flows and decreases the market value of equity indicating that firms' capital structure decisions are pro-cyclical. Knowledge on capital structure is mostly derived from developed countries such as the US and Europe that have many institutional similarities compared to developing countries (Booth et al., 2001; Deesomsak et al., 2004; Niu, 2008; Tarek, 2007) . According to Eldomiaty (2008) and Haron (2014) , even though the recent studies on developing countries are earning popularity, the body of knowledge is very limited because the equity and capital market in these developing countries are relatively less efficient and imperfect as compared with the developed countries. Delcoure (2007) found that firms in Central and Eastern European countries have preference for short-term debt as opposed to long-term debt. The agency, pecking order and trade-off theories partially explain the capital structure decisions in these transitional economies. Differences in institutional settings lead to the presence of the modified pecking order theory. Sbeiti (2010) investigated the effect of stock market development on the capital structure decisions of firms operating in three Gulf Cooperation Council (GCC) countries using a sample of 142 firms from Kuwait, Saudi Arabia and Oman during the 1998 to 2005 period. Even though the GCC countries are non-tax paying entities, the capital structure choices are comparable between the developed and developing countries. The leverages in the GCC countries are relatively lower than the developed countries and the stock market indicators are inversely related to the capital structure in both Saudi Arabia and Kuwait indicating that the stock markets in these countries have progressed considerably and seem to influence the firms' financing decisions. Nagano (2003) highlighted that the firm capital structure in East Asian countries of Thailand, Philippines, Malaysia, Korea and Indonesia post 1997 Asian financial crisis differ from developed countries from the perspective of the agency cost and asymmetric information and pecking order theory. Firms in the region demonstrate a pecking order in financing choices whereby internal funds and short-term bank loan are preferred due to lower asymmetry information and the close relationship with creditors. Equity financing seems to be unrelated to the capital structure in these firms. A similar study conducted by Deesomsak et al. (2004) stressed that capital structure decisions are not solely related to firm characteristics but also influenced by different institutional, financial and the legal environment in which they operate. Moreover, the 1997 financial crisis adjusted the role of firm-specific and country level factors on capital structure choices in these Asia Pacific countries. Haron (2014) focused on the potential contributing factors to the subject of inconclusiveness in the determinants of capital structure studies using the sample firms from Malaysia, Singapore and Thailand for the 2000 to 2009 period. The use of static and dynamic trade-off model with the same leverage definition and different leverage definitions applying the same models arrive at different results. The discrepancies are more evident in different leverage definitions applying the same models.
The discussion on the above literature centred on finding the target leverage, identifying the determinants of capital structure and providing theoretical explanation of the capital structure decisions that are subject to empirical test by many scholars. While the scholars are still exploring a unifying theoretical explanation in resolving the capital structure issues, empirical studies conclude that the firm-specific variables such as profitability, firm size, tangibility of assets and expected inflation which is the sole macroeconomic variable, are the core factors that influence capital structure in the US (Frank & Goyal, 2009) . Similarly, Kayo and Kimura (2011) stress that firm-specific factors rather than the industrial or macroeconomic variable are important determinants of capital structure decisions across 40 countries. Nevertheless, recent studies on international capital structure in the emerging countries observe that these core factors provide contradictory results such as Boyle and Eckhold (1997) , Delcoure (2007) , Hewa Wellalage and Locke (2012) and Fauzi, Basyith, and Idris (2013) . Hatzinikolaou, Katsimbris, and Noulas (2002) stress that inflation raises uncertainty and business risk as it increases the volatility in earning, price, cost structure, cashflow and tax shield uncertainty. The researches on the economic effects of inflation on capital structure are still lacking despite the immense distortions it causes on firms operating income and probability of insolvency. Booth et al. (2001) and Bayrakdaroglu et al. (2013) indicate a negative relationship between inflation and capital structure as oppose to the studies by Taggart Jr (1985) , Homaifa et al. (1994) , Barry, Mann, Mihov, and Rodriguez (2008) and Frank and Goyal (2009) which highlight a positive association. The literature review also observed that while the empirical studies are generally increasing in developing countries, limited studies are conducted in the ASEAN region (Deesomsak et al., 2004; Driffield et al., 2010; Fan & Wong, 2002) . The present study therefore, adds some knowledge to the body of literature by empirically testing the determinants of capital structure in Malaysia, Singapore and Thailand. The variables to determine the leverage level such as profitability, firm size, tangibility of asset, depreciation to total assets and inflation have been identified from a review of these previous studies.
The model

The dependent variables
We have developed our research framework based on the variables identified from the literature review. The present study employed leverage as the dependent variable and five independent variables comprising of four firm-specific factors i.e. profitability, firm size, tangibility of assets and depreciation to total assets and one macroeconomic variable namely inflation. The dependent variable that lagged one year is also included in the research framework for the selection of the regression model.
Leverage
The leverage is measured as the book ratio of total debt to total capital whereby the total capital is defined as the sum of total debt and book equity. Drobetz and Wanzenried (2006) highlight that the leverage measure focuses on the capital employed which best denote the impact of historical capital structure decisions and relates directly to the agency problem associated with debt as proposed by Jensen and Meckling (1976) and Myers (1977) . Thies and Klock (1992) stressed book ratio as a better reflection of the firm target leverage whereas Fama and French (2002) endorsed that book leverage is widely used in capital structure literatures. The dependent variable, i.e. the leverage ratio is measured as follows:
Profitability
Return on assets (ROA) as a proxy for profitability is the ratio of earnings before interest and tax (EBIT) over total assets (Bayrakdaroglu et al., 2013; Deesomsak et al., 2004; Haron, 2014) . The tradeoff theory predicts that capital market frictions such as agency costs, taxes and bankruptcy costs substantially influence profitable firms' preference for debt financing thus profitability has positive effect on firm leverage. Ali (2011) highlighted that profitable firms are less likely to go bankrupt and can avail more debt at lower interest rates thereby reducing bankruptcy costs when profitability increases. Tax shields derived from interest payment deductibility prompt firms to raise debt financing.
Firm size
The firm size is measured as the natural logarithm of net sales (De Jong et al., 2008; Drobetz et al., 2006) . The trade-off theory predicts a positive relationship between firm size and leverage considering that large firms have lower monitoring costs, less agency costs of debt, less volatile cash flows, easier access to credit market and need more debt to fully benefit from the tax shield (Sbeiti, 2010) .
Tangibility of assets
Tangibility of assets is defined as the ratio of net property, plant and equipment to total assets (Camara, 2012; De Jong et al., 2008; Haron, 2014) . A high ratio of tangibility of assets offers a high level of security since creditors can liquidate the collateral assets in the event of bankruptcy. The trade-off theory predicts a positive relationship between the tangibility of assets and leverage (Hewa Wellalage & Locke, 2012) .
Depreciation to total assets
Depreciation to total assets is also described as the non-debt tax shield (Bayrakdaroglu et al., 2013; Deesomsak et al., 2004; Haron, 2014) . Akhtar and Oliver (2009) stressed that firms with higher nondebt tax shields such as depreciation expenses, investment tax credits and net operating loss carry-forward will have less desire to exploit the debt tax shield because the tax advantage of leverage is less valuable. Thus, the trade-off theory predicts that depreciation to total assets has a negative relationship with leverage.
Inflation
Inflation rate is measured as the percentage of annual inflation rate for each country (Booth et al., 2001) . Drobetz et al. (2006) stressed that the positioning of economic condition in the business cycle phase plays a significant role in determining the default risk and the capital structure decisions. Graham and Harvey (2001) highlighted that inflation risk is an important factor to calculate the discount rate when evaluating investment projects. There are contradictory predictions within tradeoff theory on the effect of inflation on capital structure. Booth et al. (2001) and Hatzinikolaou et al. (2002) highlighted that the benefit derived from larger monetary value of firms' asset is offset by the higher borrowing cost and monetary risk triggered by inflation. Accordingly, inflation has an inverse effect on capital structure. On the other hand, Taggart Jr (1985) argued that the real cost of borrowing which refers to the interest rate adjusted for expected inflation is most important to economic Total Debt to Capital Ratio, Leverage = Total debt Total debt + Book value of equity
decisions. An increase in the expected inflation reduces the real cost of borrowing thereby increases the real value of the tax shield and firms have greater incentive to increase leverage. Hence from the literature review, inflation is predicted to have a positive influence on capital structure (Table 1) .
Based on the variables discussed in theoretical framework, the following hypotheses are tested to address the objectives of this research which are to investigate the firm-specific factors, like profitability, firm size, tangibility of assets, depreciation to total assets and macroeconomic variable, inflation, are significant determinants of the level of leverage in Malaysia, Singapore and Thailand. The hypotheses based on the literature review are: (1) profitability has a negative influence, (2) firm size has a positive influence, (3) tangibility of assets has a positive influence, (4) depreciation to total assets has a negative influence and (5) inflation has a positive influence on leverage in Malaysia, Singapore and Thailand. Based on the theoretical framework, the following panel data model specification tests the hypotheses which imply that the leverage differs across firms and over time:
whereby, LEV i,t = total debt ratio for the ith firm at time t; α = constant, β 1 to β 6 = coefficient of explanatory variables; PROF i,t = profitability of ith firm at time t; SIZE i,t = firm size of ith firm at time t; TANG i,t = tangibilityof ith firm at time t; DTA i,t = depreciation to total assets of ith firm at time t; INF i,t = inflation of ith firm at time t; LEV i,t-1 = lagged one year leverage of ith firm at time t − 1; and ε i,t is the error term.
The present study uses panel data regression model which incorporates data on both cross-sectional and time series dimension (Wooldridge, 2002) . According to Sun and Parikh (2001) , Antoniou et al. (2002) and Gujarati (2003) , the cross-observation gathered during a prescribed period are combined thus increasing the number of observation, lowering the multicollinearity problem among the explanatory variables and increasing the degree of freedom to provide more accurate results. The ordinary least square (OLS) model with fixed effect regression is used to analyze the sample firms separately instead of the pooled ordinary least square model to prevent biasness in the regression output which is consistent with cross-countries studies carried out by Driffield and Pal (2010) and Haron (2014) . The sample firms from the selected countries are heterogeneous as they belong to different stage of business cycle, operate in different industries with different institutional settings and compete on different products and services. According to Booth et al. (2001) , the changing firm intercepts that vary over firm and time can capture the effect of the omitted explanatory variables. The dependent variable lagged one year is used in the fixed effect regression model to select the model with the lowest value of Akaike Information Criterion or Scharwz. The Akaike Information Criterion and Scharwz measure the trade-off between the complexity and goodness of fit of the regression model and the lowest value indicates less information loss when generating the data. 
The data
The total number of companies listed on the Bursa Malaysia, Singapore Stock Exchange and the Stock Exchange of Thailand are 911, 7,761 and 5,841, respectively, as of 31 December 2013. The study incorporates all non-financial firms listed on the Bursa Malaysia, Singapore Stock Exchange and the Stock Exchange of Thailand. Financial firms such as banks, insurance and finance companies are excluded because of the different accounting categories and they are governed by special regulations (Rajan & Zingales, 1995) . This study uses balanced panel data, thus firms with missing values and observations with negative book value of equity are eliminated. This is in accordance with the practice of (Camara, 2012; Faulkender, Flannery, Hankins, & Smith, 2010 Thailand has the highest mean leverage ratio of 0.5626 that deviates within the range of 26.78% followed by Singapore with a moderate mean leverage ratio of 0.4532 that varied over the range of 26.76%. Malaysia has the lowest mean value of leverage of 0.4013 with standard deviation in the range of 24.09%. The skewness of leverage for Malaysia and Singapore are in the range of −0.5 and 0.5 inferring that the distributions of leverage are approximately symmetric. The distribution of leverage for Thailand is moderately skewed to the left (negatively skewed) indicating that larger portion of the leverage are at the higher range. The kurtosis values indicate that distributions of leverage for all the three countries have a lower and broader central peak and the tails are shorter and thinner compared to a normal distribution. All the coefficients of correlation are below 0.6 (see Appendix B) and there are no high correlations between the independent variables (Gujarati & Porter, 2009 ). As no multicollinearity error problem exists, hence all the selected independent variables can be used simultaneously in the panel set and no further test is required using variance inflation factor (VIF). Two-way Granger causality test are performed on the variables and the resultant t-test values indicate that all the independent variables have Granger causality on the dependent variable, leverage, except for inflation in Singapore and profitability and tangibility of assets in Thailand. The F-test statistic values also show that the dependent variable lagged one year improves the prediction of the dependent variable in the regression model for all the three countries (Gujarati & Porter, 2009) . Table  2 presents the summarized results of the restricted Granger causality test for Malaysia, Singapore and Thailand. The results of the two-way Granger causality test between the independent variables and dependent variable are produced in Appendix D for Malaysia, Singapore and Thailand. 
The empirical results
Tables 3-5 present the summaries of the fixed effects regression results for the determinants of capital structure for Malaysia, Singapore and Thailand. The highly adjusted R 2 values show that the selected independent variables in the models can significantly explain more than 80% of the variability of leverage ratios for all the three countries. The F-statistics suggests that the statistical models fit the data significantly whereas all the sample data have Durbin-Watson statistics values which are close to 2 indicating the absence of autocorrelation problems.
Regression results for Malaysia
The t-statistic indicates that all the independent variables seem statistically significant at 1% significance level. All the alternative hypotheses of H1 to H5 are not rejected implying that the selected independent variables have significant effect on firm leverage in Malaysia. The regression equation for the determinants of capital structure for Malaysia is as follows:
Profitability has a negative effect on firm leverage, whereby a 1% increase in profit will reduce firms' tendency to use leverage by 4.22%. Firm size and tangibility of assets has positive influence on firm leverage as expected. 1% increase in investment in fixed assets over total assets would result in the leverage to increases by 12.31%. Depreciation to total assets with coefficient value of −0.4365 incites substantial negative influence over leverage. Inflation has a very high coefficient of 0.9783 suggesting a strong positive influence over leverage. The leverage lagged one year has a coefficient 
Regression results for Singapore
The t-statistic indicates that with exception to inflation, all the other independent variables are significant at 1% significance level. As such, the main alternative hypotheses of H1, H2, H3 and H4 are not rejected inferring the significant effect of the independent variables over firm capital structure whereas H5 is rejected. The regression equation for the determinants of capital structure for Singapore is as follows:
Profitability with a coefficient of −0.0352 induces a negative influence over firm leverage. A coefficient of 0.0312 suggests that firm size has mild positive influence over leverage. Tangibility of assets has a coefficient of 0.1105 thus, the positive effect suggests that a 1% increase in fixed assets over total assets increases the leverage by 11.05%. The depreciation to total assets reports high coefficient of −0.5402 inferring a negative effect over leverage. The inflation with coefficient of 0.0776 suggests mild positive influence on firm leverage but the results seems to be statistically insignificant for Singaporean firms. The leverage lagged one year has coefficient of 0.5445 implying that past financing decision significantly influences over firms' current leverage.
Regression results for Thailand
The t-statistic shows that except for profitability and tangibility of assets, the remaining independent variables are significant at 1% significance level. Firm size, depreciation to total assets and inflation have significant influences over firm leverage. The regression equation for the determinants of capital structure for Thailand is as follows:
The profitability has weak negative influence over firm leverage and is statistically insignificant. The firm size with coefficient value of 0.0285 incites positive influence on leverage. Tangibility of assets has a coefficient of 0.0481 but the positive effect over leverage is statistically insignificant. A coefficient value of depreciation to total assets is −0.2518 implying relatively moderate negative influence over firm leverage. Leverage lagged one year with coefficient of 0.5584 suggests that historical capital structure behaviour has significant positive influence over current financing decisions. Overall, the fixed effect regression results from Tables 3, 4, and 5 illustrate that all the explanatory determinants have significant influence on the level of leverage in Malaysia, Singapore and Thailand. Generally, the directions of the coefficient of variables are consistent across all the countries and with the main stream literature (Homaifa et al., 1994; Jensen, 1986; Myers, 1984; Rajan & Zingales, 1995; Titman & Wessels, 1988) .
Profitability
Profitability appears to have a negative influence on capital structure for all the three countries. The results are statistically significant for Malaysia and Singapore but insignificant for Thailand, hence the findings support the hypotheses of H1 for Malaysia and Singapore but rejected for Thailand. This is consistent with most of the prior studies such as Jensen (1986) , Rajan and Zingales (1995) , Booth et al. (2001 ), De Jong et al. (2008 , Viviani (2008) , Serrasqueiro and Rogão (2009), and Cheng and Shiu (2007) as well as consistent with the pecking order theory and is inconsistent with the trade-off theory. Such negative and insignificant results for Thai firms were previously reported by Deesomsak et al. (2004) . The negative and significant results support the prediction of the pecking order theory that firms are inclined towards using internal source of financing when profits are high. The asymmetric information problem between firm managers and external investors create the preference ranking over financing sources in order to minimize adverse selection costs.
Firm size
Firm size has a statistically significant and positive influence on capital structure for all the countries. However, the degree of the effect differs with firm size having the strongest effect on Malaysian firms followed by Singapore and Thailand. This findings support the studies of Titman and Wessels (1988) , Byoun (2008) , Hewa Wellalage and Locke (2012) and Fauzi, Basyith, and Idris (2013) that firms' ability to access and choose between the equity and debt financing are very much dependent on firm size. Large firms are more diversified thus less exposed to bankruptcy risk, have lower bankruptcy costs and higher debt capacity. Furthermore, firm size is considered as a proxy for information asymmetry between managers and investors in the capital market whereby large firms are regarded as more transparent, inclined to have higher leverage which enable them to issue larger amounts of debt with less issuing costs. Thus, hypothesis H2 is mutually supported for all the three countries based on the significance of the relationship.
Tangibility of assets
As expected, the tangibility of assets asserts a positive influence on capital structure and the relationship is statistically significant in Malaysia and Singapore. Other studies such as Myers (1984) , Harris and Raviv (1991) , Kayhan and Titman (2007) , Antoniou et al. (2008) , Almeida and Campello (2007) , Sheikh and Wang (2011), and Ali (2011) support the consensus that capital structure increases with the proportion of tangible assets. The availability of collateral assets provides high level of security on debt repayment as creditors can proceed to liquidate the assets in the event of bankruptcy. Hence, secured leverage is less risky to creditors due to lower distress costs and debt-related agency problem. However, tangibility of assets is statistically insignificant with mild positive effect on firm capital structure in Thailand which is consistent with the finding of Wiwattanakantang (1999) . The hypothesis of H3 is supported by the findings of this study in Malaysia and Singapore but rejected in Thailand.
Depreciation to total assets
The depreciation to total assets has a statistically significant and negative relationship with leverage for all the three countries thereby mutually supporting hypothesis H4. This finding corroborates with prior studies such as Rajan and Zingales , Wiwattanakantang (1999) , Deesomsak et al. (2004) , and Akhtar and Oliver (2009). The depreciation to total assets establishes a strong influence on leverage for Singapore followed by Malaysia and Thailand. Firms with higher depreciation to total assets indicates that non-debt tax shields such as depreciation and amortization expenses, investment tax incentives and unabsorbed losses will have less desire to utilize the debt tax shield because the tax advantage of leverage are less valuable. 
Inflation
Inflation yields a statistically significant positive influence on leverage for Malaysia and Thailand but demonstrates an insignificant relationship for Singapore. The financial leverage is higher when the economic prospects are good and the finding is consistent with Homaifa et al. (1994) and Barry et al. (2008) but contradict with Bayrakdaroglu et al. (2013) . Increases in the expected inflation reduce the real value of the cost of leverage thereby increasing the real value of the tax shield. Furthermore, the finding can be viewed from the perspective of debt market timing whereby firms tend to increase leverage when the expected inflation is relatively higher than the current interest rate (Barry et al., 2008) . Hence, the findings of this study support hypothesis H5 for Malaysia and Thailand but is rejected for Singapore.
Leverage lagged one year
All the three countries show a significantly high and positive coefficient of leverage lagged one year which is similar to the findings of Antoniou et al. (2008) and Sbeiti (2010) . According to Welch (2004) , the high influence of leverage lagged one year over the current leverage level indicates that firms in these three countries planned their financial leverage level hence they do have target leverage.
Concluding remarks
The sample data for Malaysia, Singapore and Thailand are subject to correlation tests which indicate that there are no high correlations between the independent variables and therefore no multicollinearity problem exists. The Granger causality tests demonstrate that all the independent variables show causality prediction to forecast the dependent variable except for the inflation for Singapore and profitability and tangibility of assets for Thailand. The ordinary least square (OLS) with fixed effect panel data regression is used in this study given that the sample firms from the selected countries are heterogeneous. The fixed effect regression model with leverage lagged one year which has the lowest Akaike Information Criterion and Scharwz value is selected to preserve the loss of information while analyzing the data. The regression results with highly adjusted R 2 values show that the selected independent variables can significantly explain the variability of leverage ratios for all the three countries. The F-statistics suggests that the statistical models fit the data and there are no autocorrelation problems in all the sample data as indicated by the Durbin-Watson statistics values (Table 6 ).
Profitability has a negative influence on financial leverage for Malaysia and Singapore but is insignificant for Thailand. The negative relationship is also observed by previous empirical studies such as Frank and Goyal (2003) , Abor (2005) , De Jong and Veld (2001), Flannery and Rangan (2006) and De   Table 6 . The summary of the regression results for the determinants of capital structure for Malaysia, Singapore and Thailand Notes: Coefficient that are significantly different from zero at 1, 5 and 10% level are marked with ***, ** and *, respectively. t-statistic value is in the brackets.
Malaysia
Singapore Thailand Firm size has a significant and positive influence on financial leverage for all the countries. However, the degree of the effect differs with firm size has strongest effect on Malaysian firms followed by Singapore and Thailand. Such positive association between firm size and capital structure is also highlighted by MacKay and Phillips (2005) and Flannery and Rangan (2006) . The tangibility of assets asserts a positive influence on financial leverage and the relationship is statistically significant in Malaysia and Singapore but insignificant in Thailand. The capital market particularly the banking industries in Malaysia and Singapore are strictly regulated and well protected. Firms investing in intangible assets in countries with good creditor protections have better accessibility to leverage as evidenced by Pandey (2002) , Graham (2003) , Drobetz and Wanzenried (2006), De Jong et al. (2008) , and Sheikh and Wang (2011) .
The depreciation to total assets has a statistically significant and negative relationship with financial leverage in all the three countries which is consistent with Deesomsak et al. (2004) . The depreciation to total assets establishes strong influence on leverage for Singapore followed by Malaysia and Thailand which corresponds with the level of firms' profitability in the respective countries implying that the tax based capital structure model is at work. Firms with higher profitability gain from the depreciation to total assets have less incentive to use financial leverage. DeAngelo and Masulis (1980) and Rajan and Zingales support the positive relationship between depreciation to total assets and financial leverage, whereas Moore (1986) , Akhtar and Oliver (2009), and Antoniou et al. (2008) showed a negative association. Inflation yielded a statistically significant and positive influence on financial leverage in Malaysia and Thailand and has an insignificant relationship for Singapore. Similar results are also noted by Taggart Jr (1985) that during the inflationary period, the real value of the cost of leverage decreases thereby enhances the real value of the tax advantage. Nominal interest rate has been positively correlated with inflation in accordance with Fishers' theory that nominal interest rate is the sum of real interest rate and inflation. Likewise, Barry et al. (2008) state that firms incline to increase their leverage when current interest rate is lower than the expected inflation hence indicate the changing nature of the impact of inflation on different economic states. This has been highlighted for further research in the next section. The positive influence of inflation on financial leverage opposes the finding by Hatzinikolaou et al. (2002) which imply that inflation increases uncertainty and business risk such as fluctuation in earning, price, cost structure, cashflow and tax shield uncertainty thereby reduces preference for financial leverage. All the three countries show a significantly high positive coefficient of leverage lagged one year which is consistent with Frank and Goyal (2003) , Antoniou et al. (2008) and Sbeiti (2010) . The high influence of leverage lagged one year on the current leverage indicates that firms in these three countries do have target leverage (Kayhan & Titman, 2007) . In conclusion, the above findings drawn from the results show that the determinants above have significant impact on financial leverage.
The limitation of this study is that it does not take into consideration the different accounting policies and practices adopted by the three countries prior to 2012 that might influence the interpretation and comparison of the financial data. Subsequently, these countries started to adopt the harmonized international financial reporting standard in 2012 which might impair the comparison of the time variant financial data. It has not incorporated the impact of the 2008/2009 global financial crises that might have abruptly altered the corporate capital structure behaviour in these selected countries. As direction for future research, researchers can pursue a more in-depth study on capital structure by adopting institutional factors such as capital market development, the development of financial intermediaries and creditors and shareholders' right. Future research can examine the impact of different macroeconomic variables on the decision mix of capital structure at different points in time, in particular, further research can examine the significance of the impact of inflation on different economic states. Thailand has the highest mean value for profitability of 7.8% but standard deviation of 44% implies that distribution of profitability is spread over a large range of value. The mean value of profitability for Singapore is 5.9% with standard deviation of 34.99% whereas Malaysia has the lowest mean value of 4.93% and standard deviation of 23.02%. All the three countries record high standard deviations for firm size which are in the range of 149.52% to 167.85% signifying that the sample data represent a broad spectrum of firm size. Tangibility of assets for the three countries has a comparable mean value and standard deviation. Low standard deviations infer that the distributions of depreciation to total assets and inflation are clustered closely to the mean value for all the three countries. (Gujarati and Porter, 2009 ). The results of the twoway Granger causality test between the independent variables and dependent variable are produced in Appendices C1, C2 and C3 for Malaysia, Singapore and Thailand, respectively. 
A2. Descriptive statistics of variables
Malaysia
